
50.1  

Partial Equilibrium Analysis and Tariffs 

 

Pw  = world price (assume fixed) 

t = dollars of tariff per unit imported (specific tariff rate) 

Pd = domestic price before tariff 

P’d = domestic price after tariff 

 

When t is imposed, the domestic price of Pd and the world price Pw are 

separated by t. To import, consumers must be willing to pay Pw + t per unit. 

Unless t is so high that consumers wish no imports (a prohibitive tariff), P’d 

= Pw + t. 
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           Protective effect of tariff. Domestic output rises by  

           Q1Q3 due to higher domestic prices 
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50.2 

 

Before tariff: 

Pw = Pd = world and domestic price 

Domestic supply = OQ1 

Domestic demand = Q2 

Imports = Q1Q2 

 

Producers surplus = hPwb    Pw      b 
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Consumers’ surplus = Pwge   g   
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After tariff:     P’d   f 

Consumers lose PwP’dfe    Pw       e 

 

Producers gain PwP'dab    P’d     a 

       Pw     b 

Government gains tariff revenue of txQ3Q4 

or cafd        a      f  

        c      d 

(revenue effect of tariff). 

 

But government and producer gains do not fully offset consumer losses. 

 

The net loss for all 3 groups taken as a whole (the nation) is 

 

 a         f 

and 

        b     c          d     e 

 

This is known as "deadweight loss" because it goes to no one.  The triangles 

are sometimes called “Harberger triangles” after UCLA emeritus professor 

Arnold C. Harberger. 



50.3 

Redistribution: 

In the short run, producers gain and consumers lose. 

But the long run is more complex since shifting production mix can vary 

factor incomes. For example, if imports were labor-intensive, in the two-

factor (H-O) model, the stimulus a tariff would provide to labor-intensive 

production would raise real wages in the long run (and lower the real rental 

price of capital).1 

 

Interpreting deadweight loss: 

     a 

 

b    c represents productive inefficiency as marginal cost of production 

climbs above the world price Pw. Pw is the national opportunity cost per unit       

of acquiring Q1Q3. 

f 

 

d e is a consumption inefficiency. Consumers who would pay less than P’d 

for the product but more than Pw are artificially screened out of the market 

by the tariff t. 

 

----------------------------------------------------------------------------- 

A page from the actual U.S. tariff schedule is reproduced on p.50.4. Note the 

following tariff nomenclature. An "ad valorem" tariff is normally expressed 

as a percent of the foreign price, e.g., 20%. A "specific" tariff is 

expressed as a monetary unit per volume imported, e.g., 12 per pound, $2 per 

ton, etc.2 Countries enjoying "most-favored nation" (MFN) status have signed 

reciprocal treaties with the U.S. in which both countries agree to give each 

other the benefit of any tariff reductions they negotiate with third 

countries. Since tariff rates have generally been negotiated down, MFN rates 

are much lower than non-MFN rates. Most countries enjoy MFN status with the 

U.S.; the main exceptions are certain communist countries. 

----------------------------------------------------------------------------- 

                                                           
1 This effect is known as the Stolper-Samuelson theorem. 
2 Some products have combined specific and ad valorem rates, e.g., 10 per pound plus 6% ad valorem. 

Note that specific tariffs will increase in ad valorem terms if the product price falls and decrease as the 

product price rises. It has been argued, for example, that during the Great Depression (when prices 

generally fell), U.S. protection levels rose significantly because of the use of specific tariffs. This increase was 

apart from the deliberate increase in tariffs under Smoot-Hawley (see below in the text). 



50.4 

 

Note: This is a page from the Harmonized Tariff schedule of the U.S. Rates in 

the special column refer to NAFTA (CA-Canada; MX for Mexico), Caribbean 

Basin Recovery Act (E), US-Israel Free Trade Agreement (IL), Andean 

Trade Preference Act (J), and other special trade arrangements. 

Ad valorem 

Specific 

Mixed: ad valorem 

and specific 



50.5 

 

The static analysis of tariffs of this section would seem to preclude 

arguments in favor of protection. This doesn't mean that countries won't have 

protection. Interest groups from domestic import-competing industries may 

successfully argue in favor of protection; it clearly benefits them even if 

other groups suffer. However, there are four widely used arguments for 

protection, which could justify it, apart from self-serving motivations. 

 

First, there are "national defense" considerations. Countries don't 

like to be dependent on others for imports of strategic military 

significance. They fear wartime embargos. Note, however, that defense 

considerations can sometimes be met by stockpiling (as the U.S. does with 

oil) or by fostering alternative channels of international supply. Note also 

that if natural resource products which are depletable are protected in 

peacetime (e.g., oil), there will be less available during potential future 

emergencies. 

 

Second, arguments are sometimes made that protection is needed to 

establish "infant" industries.  

 

Third, arguments can be made that protection can improve the "terms of 

trade." 

 

Fourth, it is argued that tariffs will save jobs. 

 

These last three arguments are discussed in Sections 60,70 and 75, 

(below).3 

                                                           
3 Obviously, one can come up with arguments for protection other than the three mentioned in the text. 

We limit discussion in the notes to the four arguments because they are the most common. 


